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Dear Senator Tydings:

Your communication of February 27, 1970, requested information
on a decision by the Maritime Adminmistration, Department of Com-
merce, to offer foreign ship dismantlers an opportumty to bid on the
sale of surplus vessels.&%closed was a letter dated February 11,
1970, to you from The Boston Metals Company, Baltimore, Maryland,
suggesting that this Office determaine (1) the fair market price for a
surplus vessel where scrapping is limited to a domestic ship disman-
tler and (2) the foreign sales price that would have to be established to
equal the overall economic benefit to the U,S, economy if the vessel
were sold domestically,

A fair price for a surplus vessel can sometimes be determined
by competitive bidding. This price, however, may be influenced by such
factors as the dismantler's demand for vessels and the number of ves-
sels which Maritime decides to offer in any given period, Although the
supply of surplus vessels 15 currently very large, the number of domes=-
tic vessel dismantlers 1s limited and their demand for surplus vessels
18 relatively small, Therefore, although competitive bidding 1s usually
considered an appropriate method of establishing fair market prices,

1l does not appear that competitive bidding 1s necessarily a valid
method under these circumstances,.

Another method of determining a fair price of a vessel to be sold
for scrapping is the ""end product method" whereby an estimate of the
quantity and quality of scrap metal which can be derived from scrap-
ping the vessel 1s made and a value based on the market price of such
scrap metal 1s established, To this would be added the value of any
equipment and machinery which could be sold separately rather than
scrapped. This value 1s then reduced by the dismantler's average cost
of operations attributable to ship-dismantling operations and a reason~
able profit, This method 1s probably not precise and would entail ob-
taining engineering estimates and having access to the books and
records of a representative group of dismantlers,
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Similarly, the foreign sales price that would equal the overall
economic benefit to the U.S. economy if the vessel were sold domesti~
cally would be difficult to determine and would involve many assump-
tions. We believe that, aside from the problems in establishing a
domestic fair price which would be a factor in establishing a foreign
sales price, any impact on the overall U,S, economy from domestic
sales 1s difficult to quantify. For example, 1t would be difficult to de~
termine the effect that domestic sales would have upon employment
since domestic dismantlers might obtain other items having scrap
value 1f conditiong make it difficult or impractical to obtain surplus
vessels for dismantling.

In view of the difficulties involved in determining the fair domes-
tic and foreign prices, we limited our review to an examinafion of Mar-
itime records and to discussions with cognizant Maritime officials to
obtain information on Maritime's sale of surplus vessels.

Sales of surplus vessels by Maritime for scrapping are made
under conditions which require that the vessels be dismantled within a
specified time period and that the vessels not be ugsed by the buyer for
any purpose other than for scrapping. The sales contracts provide that
liguidated damages be paid by the buyer and that the contract be ter-
minated if the vessels are used for any unauthorized purpose or if not
dismantled within the specified time. Maritime periodically examines
the dismantlers’ operations to ascertain whether the vessels sold are
being dismantled as specified by the contracts,

On December 8, 1969, the Maritime Administrator announced that
surplus vessels at east coast reserve fleet sites, which had been of-
fered for sale for scrapping fo domestic ship dismantlers and for whach
no acceptable bids had been received, would be offered for sale to cit-
izens of friendly foreign countries for scrapping. Currently, Mari-
time's east coast reserve fleet sites are al Hudson River, New York,
and James Raver, Virginia. With few exceptions, Maritime has re-
stricted the sale of surplus vessels to domestic ship dismantlers. This
restriction still applies to Gulf and west coast surplus vessels because,
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according to Maritime's Deputy Administrator, the rate of domestic
gsales from these areas has been sufficient to dispose of the vessels
within a reasonable time.

According to the Administrator, the decision to offer surplus
vessels for sale to citizens of friendly foreign countries, after first
offering the vessels exclusively to domestic ship dismantlers, was
made because of the need to accelerate sales due to the progressive
deterioration of the hulls of vessels at the east coast reserve fleet
sites, He stated that deterioration had reached a point where he be-
lieved that many of the vessels maght sink within 3 to 5 years.

According to Maritime records, 22 surplus vessels at the James
River site have experienced '"holing-through' incidents--water leaks
below the flotation line caused by hull deterioration~-some more than
once, during the period July 1, 1965, through December 29, 1969, From
January 1, 1968, through December 1969, the number of holing-through
incidents almost doubled from those experienced from July 1, 1965, to
December 31, 1967, According to Maritime officials, these incidents
will increase as the vessels get older because they do not receive hull
preservation, Although there have not been any holing-throughs re-
ported on vessels at the Hudson River site, Maritime officials have in-
formed us that holmg-throughs can be expected to occur, According
to these officials holing-throughs have occurred to date only at the
James River site because anaerobic bacteria in the James River in-
creases the rate of hull deterioration,

The Maritime Administrator has stated that, based on Maritime's
Judgment of the capacity of east coast ship dismantlers to dismantle
vessels, 1t would take about 10 years to remove the surplus vessels
from the James River and Hudson River reserve fleet sites, On the
basis of domestic sales of surplus vessels from east coast sites for
the 5-year period ended December 31, 1969, we estimate that 1t would
take about 7 years to dispose of the 261 surplus vessels i the James
River and Hudson River sites at December 31, 1969, This estimate
does not include 168 vessels in a preserved status--those vessels being
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maintained for possible reactivation--which may be declared surplus
in the future,

~

Agccording to Maritime records, 304 vessels from the east coast

were offered for sale to domestic dismauntlers for scrapping or non-
transportation use during the 5 calendar years ended December 31,
1969. Of this total, 198 vessels were sold for about $8.8 mallion, no
bids were received on 53 vessels, and bids were rejected on 53 ves~
sels,

In addition to the 304 vessels offered for sale to domestic dis-
mantlers, 21 vessels were offered for sale under conditions permitiing
either foreign or domestic dismantling-~14 were sold to foreign com-
panies for about $1 million and seven were sold to domestic companies
for about $580,000 and subsequently were resold to foreign disman-
tlers, Of the 21 vessels, nine were sold subsequent to the Maritime
Administrator's announcement that foreign sales would be permatted.
The other 12 vessels had been obtained by Maritime under 1ts Ship Ex-
change Program, Under this program, vessels are traded in to Mari-
time by American-flag operators in exchange for Marifirne reserve
fleet vessels and the operator pays Maritime the difference between
the values of the vessel traded in and the vessel received from Mari-
time., Foreign sales of these 12 vessels were allowed to give the op~
erator the highest possible trade-in allowance,

During this same time period, Boston Metals submitted bids on
46 of the 325 vessels offered and purchased 16 for about $1 maillion.

During fiscal years 1968 and 1969, Maritime approved the trans-
fer of 11 vessels, which had been acquired by Boston Metals from pri=
vate companies, to foreign companies for scrapping instead of scrapping
the vessels in the United States. Eight of these vessels were frans-
ferred in fiscal year 1969. In requesting Maritime'!s approval of the
transfers as required by the Shipping Act, 1916 (46 U,S.C. 801), Boston
Metals stated that the sales prices of the 11 vessels to the foreign dis-
mantlers would be about $1.3 million, or an average of about $117,000
for each vessel,
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From December 8, 1969-~the date the decision was announced to
offer vessels to foreign citizens for scrapping--through March 3, 1970,
Maritime sold 16 vessels to foreign citizens for about $1.6 million,
When the 16 vessels were last offered for sale exclusively to domestic
dismantlers, bids were received on only two. The high bids were
$40,106 and $45,678.

The U,S,S, "Shasta,' a C2~T cargo vessel, which 1s the subject of
Boston Metals' inquiry, was offered exclusively to domestic disman=
tlers on Maritime Admmstration Invitation for Bids No. PD-X-855,
December 30, 1969, Two bids were received, including a bid from
Boston Metals for $45,678 which was the high bid., Maritime rejected
both bids because it was determained that the bids did not reflect a fair
price for a vessel of this type. The vessel was subsequently readver-
tised for sale under Invitation for Bids No. PD-X-859, dated Janu~
ary 30, 1970, to both foreign and domestic dismantlers, On March 3,
1970, the vessel was sold for $211,037 to the highest bidder~~Isaac
Varela, a Spanish dismantler,

Government surplus disposal laws and regulations require that a
fair price be obtained for vessels sold for scrap. Consequently, a
"floor price' has been established for Laberty ships offered for sale
and all bids for Laberty ships are measured for reasonableness against
this price. The floor price for a Liberty ship is currently $40,000,
It 13 Maritime's view that this floor price 18 not excessive. About 75
percent of the surplus vessels at the two east coast reserve fleet sites
ai February 28, 1970, were Liberty ships

A Maritime official has informed us that, for other vessels-~such
as the U,S.S, "Shasta''-~offered for sale, floor prices are not prees~
tablished because of the differing characteristics of each ship, Rather,
a determination as to the reasonableness of bids 15 made on an individ-
ual basis, According to Maritime officials, this determination, as well
as the establishment of the floor price for Liberty ships, takes into
account the prices on the scrap-metal market at time of sale, the
amount of scrap metal obfainable, equipment and machinery on the
ships which need not be scrapped, the ballast which must be disposed
of by the purchaser, and the past sales of similar ships.
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We were advised by a Maritime official that a domestic bid of
about $55,000 to $60,000 would probably have been considered reason~
able for the U.S.S. "Shasta.!" It was emphasized, however, that Mari-
time would not necessarily consider this amount reasonable for all
vessels of this design,

We believe that the practice of establishing floor prices 18 nec~
essary to ensure that the Government receives a fair price since the
number of vessels available for sale exceeds the demand. We believe
also that the establishment of the floor price should continue to be an
administrative determination by the Maritime Administration,

This information i1s being provided to several other members of
the Congress who have made similar requests. The contents of this
report have been discussed with Maritime officials, however, Maritime
has not had an opportunity to formally comment on the report.

We trust that the foregoing information will be of assistance to
you. As requested, the letter to you from Boston Metals is returned.

Sincerely yours,

7 /] Wiate

Comptroller General
of the United States

Enclosure

The Honorable Joseph D, Tydings
United States Senate
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Dear Mr, Chairman:

Your letter of February 16, 1970, requested information on a de~
ciswon by the Maritime Administration, Department of Commmerce, to
offer foreign ship dismantlers an opportunity to bid on the sale of sur-
plus vessels., Enclosed was a letter dated February 11, 1970, to you
from The Boston Metals Company, Baltimore, Maryland, suggesting
that this Office determaine (1) the fair market price for a surplus ves~
sel where scrapping i1s limited to a domestic ship dismantler and (2)
the foreign sales price that would have to be established to equal the
overall economic benefit to the U.S, economy if the vessel were sold
domestically,

A fair price for a surplus vessel can sometimes be deterrmined
by competitive badding, This price, however, may be influenced by such
factors as the dismantler's demand for vessels and the number of ves-
sels which Maritime decides to offer in any given period, Although the
supply of surplus vessels 1s currently very large, the number of domes-
tic vessel dismantlers 18 limited and their demand for surplus vessels
18 relatively small, Therefore, although competitive bidding is usually
considered an appropriate method of establishing fair market prices,
1t does not appear that competitive bidding 1s necessarily a valid
method under these circumstances,

Another method of determining a fair price of a vessel Lo be sold
for scrapping 15 the ""end product method'" whereby an estimate of the
quantity and quality of scrap metal which can be derived from scrap~
ping the vessel 1s made and a value based on the market price of such
scrap metal 18 established, To this would be added the value of any
equipment and machinery which could be sold separately rather than
scrapped. This value 18 then reduced by the dismantler's average cost
of operations attributable to ship~-dismantling operations and a reason~
able profit. This method 15 probably not precise and would entail ob-
taining engineering estimates and having access to the books and
records of a representative group of dismantlers,
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Similarly, the foreign sales price that would equal the overall
economaic benefit to the U.S economy if the vessel were sold domesti-
cally would be difficult to determine and would involve many assump-
tions We believe that, aside from the problems in establishing a
domestic fair price which would be a factor in establishing a foreign
sales price, any impact on the overall U.S, economy from domestic
sales is difficult to quantify. For example, 1t would be difficult to de-
termine the effect that domestic sales would have upon employment
since domesfic dismantlers might obtain other items having scrap
value if conditions make it difficult or impractical to obtain suzplus
vessels for dismantling,

In view of the difficulties involved in determining the fair domes-
tic and foreign prices, we limited our review to an examination of Mar-
itime records and to discussions with cognizant Maritime officials to
obtain information on Maritime's sale of surplus vessels,

Sales of surplus vessels by Maritime for scrapping are made
under conditions which require that the vessels be dismantled within a
specified time period and that the vessels not be used by the buyer for
any purpose other than for scrapping. The sales contracts provide that
liquidated damages be paid by the buyer and that the contract be ter-
minated if the vessels are used for any unauthorized purpose or if not
dismantled within the specified time. Maritime periodically examines
the dismantlers' operations to ascertain whether the vessels sold are
being dismantled as specified by the contracts,

On December 8, 1969, the Maritime Administrator announced that
surplus vessels at east coast reserve fleet sites, which had been of-
fered for sale for scrapping to domestic ship dismantlers and for which
no acceptable bids had been received, would be offered for sale to cit-
1izens of friendly foreign countries for scrapping. Currently, Mari-~
time's east coast reserve fleet sites are at Hudson River, New York,
and James River, Virginia, With few exceptions, Maritime has re-
stricted the sale of surplus vessels to domestic ship dismantlers., This
restriction still applies to Gulf and west coast surplus vessels because,
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according to Maritime's Deputy Admaimstrator, the rate of domestic
sales from these areas has been sufficient to dispose of the vessels
within a reasonable time,

According to the Administrator, the decision to offer surplus
vessels for sale to citizens of friendly foreign countries, after first
offering the vessels exclusively to domestic ship dismantlers, was
made because of the need to accelerate sales due to the progressive
deterioration of the hulls of vessels at the east coast reserve fleet
sites, He stated that deterioration had reached a point where he be-
lieved that many of the vessels might sink within 3 to 5 years.

According to Mariftime records, 22 surplus vessels at the James
River site have experienced ""holing-through' incidents-~water leaks
below the flotation line caused by hull deterioration-~-some more than
once, during the period July 1, 1965, through December 29, 1969, From
January 1, 1968, through December 1969, the number of holing-through
incidents almost doubled from those experienced from July 1, 1965, to
December 31, 1967, According to Maritime officials, these incidents
will increase as the vessels get older because they do not receive hull
preservation. Although there have not been any holing-throughs re-
ported on vessels at the Hudson River site, Maritime officials have in~-
formed us that holing-throughs can be expected to occur, According
to these officials holing~throughs have occurred to date only at the
James River gite because anaerobic bacteria in the James River in-
creases the rate of hull deterioration.

The Maritime Administrator has stated that, based on Maritime's
judgment of the capacity of east coast ship dismantlers to dismantle
vessels, it would take about 10 years to remove the surplus vessels
from the James River and Hudson River reserve fleet sites, On the
bagis of domestic sales of surplus vessels from east coast sites for
the 5-year period ended December 31, 1969, we estimate that it would
take about 7 years to dispose of the 261 surplus vessels in the James
River and Hudson River sites at December 31, 1969, This estimate
does not include 168 vessels in a preserved status-~those vessels being
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maintained for possible reactivation--which may be declared surplus
in the future,

According to Maritime records, 304 vessels from the east coast
were offered for sale to domestic dismantlers for scrapping or non-
transportation use during the 5 calendar years ended December 31,
1969, Of this total, 198 vessels were sold for about $8.8 mallion, no
bids were received on 53 vessels, and bids were rejected on 53 ves~
sels.

In addition to the 304 vessels offered for sale to domestic dis- |
mantlers, 21 vessels were offered for sale under conditions permaitting
either foreign or domestic dismantling--14 were sold to foreign com-
panies for about $1 million and seven were sold to domestic companies
for about $580,000 and subsequently were resold to foreign disman-~
tlers. Of the 21 vessels, nine were sold subsequent to the Maritime
Adminustrator's announcement that foreign sales would be permatted,
The other 12 vessels had been obtained by Maritime under its Ship Ex-
change Program, Under this program, vessels are traded in to Mari-
time by American~flag operators in exchange for Maritime reserve
fleet vessels and the operator pays Maritime the difference between
the values of the vessel traded in and the vessel received from Mari-
time. Foreign sales of these 12 vessels were allowed to give the op-
erator the highest possible trade-in allowance.

During this same time period, Boston Metals submatted bids on
46 of the 325 vessels offered and purchased 16 for about $1 mallion,

During fiscal years 1968 and 1969, Maritime approved the trans-
fer of 11 vessels, which had been acquired by Boston Metals from pri~-
vate companies, to foreign compames for scrapping instead of scrapping
the vessels 1n the United States, Eight of these vessels were trans-
ferred in fiscal year 1969, In requesting Maritime's approval of the
transfers as required by the Shipping Act, 1916 (46 U.S.C, 801), Boston
Metals stated that the sales prices of the 11 vessels to the foreign dis-
mantlers would be about $1.3 mallion, or an average of about $117,000
for each vessel,
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From December 8, 1969--the date the decision was announced to
ofter vessels to foreign citizens for scrapping~-through March 3, 1970,
Maritime sold 16 vessels to foreign citizens for about $1.6 million,
When the 16 vessels were last offered for sale exclusively to domestic
dismantlers, bids were received on only two, The high bids were
$40,106 and $45,678,

The U,S,S, "Shasta," a C2-T cargo vessel, which 1s the subject of
Boston Metals' inquiry, was offered exclusively to domestic disman-
tlers on Maritime Admimstration Invitation for Bids No PD=-X-855,
December 30, 1969, Two bids were received, including a bid from
Boston Metals for $45,678 which was the high bid, Maritime rejected
both bids because 1t was determined that the bids did not reflect a fair
price for a vessel of this type. The vessel was subsequently readver~
tised for sale under Invitation for Bids No. PD-X-~859, dated Janu-
ary 30, 1970, to both foreign and domestic dismantlers, On March 3,
1970, the vessel was sold for $211,037 to the highest bidder-~Isaac
Varela, a Spanish dismantler,

Government surplus disposal laws and regulations require that a
fair price be obtained for vessels sold for scrap. Consequently, a
"floor price'* has been established for Laiberty ships offered for sale
and all bids for Liberty ships are measured for reasonableness against
this price. The floor price for a Laberty ship 1s currently $40,000,
It 1s Maritime's view that this floor price is not excessive, About 75
percent of the surplus vessels at the two east coast reserve fleet sites
at February 28, 1970, were Laberty ships.

A Maritime official has informed us that, for other vessels-~such
as the U.S.S. !"Shasta''- ~offered for sale, floor prices are not prees-
tablished because of the differing characteristics of each ship., Rather,
a determaination as to the reasonableness of bids 1s made on an individ-
ual basis. According to Maritime officials, this determination, as well
as the establishment of the floor price for Liberty ships, takes into
account the prices on the scrap-metal market at time of sale, the
amount of scrap metal obtainable, equipment and machinery on the
ships which need not be scrapped, the ballast which must be disposed
of by the purchaser, and the past sales of similar ships.

5
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We were advised by a Maritime official that a domestic bid of
about $55,000 to $60,000 would probably have been considered reason-
able for the U,S.S, ""Shasta '"' It was emphasized, however, thal Mari-
time would not necessarily consider this amount reasonable for all
vessels of this design,

We believe that the practice of establishing floor prices is nec-
essary to ensure that the Government receives a fair price since the
number of vessels available for sale exceeds the demand., We believe
also that the establishment of the floor price should confinue to be an
administrative determanation by the Maritime Administration.

This information 1s being provided to several other members of
the Congress who have made similar requests, The contents of this
report have been discussed with Maritime officials; however, Maritime
has not had an opportunity to formally cornment on the report.

We trust that the foregoing information will be of assistance to
you. As requested, the letter to you from Boston Metals is returned.

Sincerely yours,

Zyﬂﬂ ("

Comptroller General
of the United States

Enclosure

The Honorable L., Mendel Rivers
Chairman, Commaittee on Armed Services
House of Representatives
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Dear Senator Mathias:

Your letter of March 17, 1970, requested information on a de=
cision by the Maritime Adminmistration, Department of Commerce, to
offer foreign ship dismantlers an opportumity to bid on the sale of sur-
plus vessels, Enclosed was a letter dated February 11, 1970, to you
from The Boston Metals Company, Baltimore, Maryland, suggesting
that this Office determaine (1) the fair market price for a surplus ves-
sel where scrapping 1s limited to a domestic ship dismantler and (2)
the foreign sales price that would have to be established to equal the
overall economic benefit to the U,S, economy if the vessel were sold
domestically,

A fair price for a surplus vessel can sometimes be determained
by competitive bidding. This price, however, may be influenced by such
factors as the dismantler's demand for vessels and the number of ves-
sels which Maritime decides to offer in any given period. Although the
supply of surplus vessels 1s currently very large, the number of domes-
tic vessel dismantlers 1s limited and their demand for surplus vessels
is relatively small, Therefore, although competitive bidding 15 usually
considered an appropriate method of establishing fair market prices,
it does not appear that competitive bidding 1s necessarily a valid
method under these circumstances,

Another method of determining a fair price of a vessel to be sold
for scrapping 1s the ""end product method" whereby an estimate of the
quantity and quality of scrap metal which can be derived from scrap~-
ping the vessel 1s made and a value based on the market price of such
scrap metal 1s established, To this would be added the value of any
equipment and machinery which could be sold separately rather than
scrapped, This value 18 then reduced by the dismantler's average cost
of operations attributable to ship-dismantling operations and a reason-
able profit, This method 158 probably not precise and would entail ob-
taining engineering estimates and having access to the books and
records of a representative group of dismantlers,
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Similarly, the foreign sales price that g{o%ld equal the overall
economic benefit to the U,S. economy if the vessel were sold domesti=
cally would be difficult to determine and Woufd volve many assump-
tions, We believe that, aside from the problems in establishing a
domestic fair price which would be a factor in establishing a foreign
sales price, any impact on the overall U.S, economy from domestic
sales 18 difficult to quantify. For example, it would be difficult fo de-
termane the effect that domestic sales would have upon employment
since domestic dismantlers might obtain other items having scrap
value if conditions make 1t difficult or impractical to obtain surplus
vessels for dismantling,

In view of the difficulties involved in determining the fair domes~
tic and foreign prices, we limited our review to an examinaftion of Mar~
itime records and to discussions with cognizant Maritime officials to
obtain information on Maritime's sale of surplus vessels,

Sales of surplus vessels by Maritime for scrapping are made
under conditions which require that the vessels be dismantled within a
specified time period and that the vessels not be used by the buyer for
any purpose other than for scrapping., The sales contracts provide that
liguidated damages be paid by the buyer and that the contract be ter-
minated if the vessels are used for any unauthorized purpose or if not
dismantled within the specified time, Maritime periodically examines
the dismantlers’' operations to ascertain whether the vessels sold are
being dismantled as specified by the contracts

On December 8, 1969, the Maritime Admainistrator announced that
surplus vessels at east coast reserve fleet sites, which had been of=-
fered for sale for scrapping to domestic ship dismantlers and for which
no acceptable bids had been received, would be offered for sale to cit-
izens of friendly foreign countries for scrapping., Currently, Mari-
time's east coast reserve fleet sites are at Hudson River, New York,
and James River, Virginia. With few exceptions, Maritime has re-
stricted the sale of surplus vessels to domestic ship dismantlers, This
restriction still applies to Gulf and west coast surplus vessels because,
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according to Maritime's Deputy Administrator, the rate of domestic
‘salés from these areas has been sufficient to dispose of the vessels
within a reasonable time,

According to the Admimistrator, the decision to offer surplus
vessels for sale to citizens of friendly foreign countries, after first
offering the vessels exclusively to domestic ship dismantlers, was
‘made because of the need to accelerate sales due to the progressive
deterioration of the hulls of vessels at the east coast reserve fleet
\tsjltes. He stated that deterioration had reached a point where he be-
lieved that many of the vessels might sink within 3 to 5 years.

According to Maritime records, 22 surplus vessels at the James
River site have experienced '"holing-through'' incidents~~water leaks
below the flotation line caused by hull deterioration~-~some more than
once, during the period July 1, 1965, through December 29, 1969, From
January 1, 1968, through December 1969, the number of holing-through
incidents almost doubled from those experienced from July 1, 1965, to
December 31, 1967, According to Maritime officials, these incidents
will increase as the vessels get older because they do not receive hull
preservation, Although there have not been any holing-throughs re~
ported on vessels at the Hudson River site, Maritime officials have in~-
formed us that holing-throughs can be expected to occur, According
to these officials holing~throughs have occurred to date only at the
James River site because anaerobic bacteria in the James River in-
creases the rate of hull deterioration,

The Maritime Administrator has stated that, based on Maritime's
Judgment of the capacity of east coast ship dismantlers to dismantle
vessels, it would take about 10 years to remove the surplus vessels
from the James River and Hudson River reserve fleet sites, On the
basis of domestic sales of surplus vessels from east coast sites for
the 5-year period ended December 31, 1969, we estimate that it would
take about 7 years to dispose of the 261 surplus vessels in the James
River and Hudson River sites at December 31, 1969, This estimate
does not include 168 vessels in a preserved status--those vessels being

8



B-169094

maintained for possible reactivation-~-which may be declared surplus
in the future.

According to Maritime records, 304 vessels from the east coast
were offered for sale to domestic dismantlers for scrapping or non-
transportation use during the 5 calendar years ended December 31,
1969. Of this total, 198 vessels were sold for about $8.8 million, no
bids were received on 53 vessels, and bids were rejected on 53 ves=
sels.

In addition to the 304 vessels offered for sale to domestic dis-
mantlers, 21 vessels were offered for sale under conditions permitting
either foreign or domestic dismantling-~14 were sold to foreign com-
panies for about $1 million and seven were sold to domestic companies
for about $580,000 and subsequently were resold to foreign disman-
tlers, Of the 21 vessels, nine were sold subsequent to the Maritime
Admimistrator's announcement that foreign sales would be permitted.
The other 12 vessels had been obtained by Maritime under its Ship Ex~
change Program. Under this program, vessels are traded in to Mari-
time by American-flag operators in exchange for Maritime reserve
fleet vessels and the operator pays Maritime the difference between
the values of the vessel traded in and the vessel received from Mari-
time, Foreign sales of these 12 vessels were allowed to give the op~
erator the highest possible trade-in allowance,

During this same time period, Boston Metals submaitted bids on
46 of the 325 vessels offered and purchased 16 for about $1 mallion,

During fiscal years 1968 and 1969, Maritime approved the trans-
fer of 11 vessels, which had been acquired by Boston Metals from pri-
vate companies, to foreign companies for scrapping instead of scrapping
the vessels in the United States, Eight of these vessels were frans-
ferred in fiscal year 1969. In requesting Maritime's approval of the
transfers as required by the Shipping Act, 1916 (46 U.S.C. 801), Boston
Metals stated that the sales prices of the 11 vessels to the foreign dis-
mantlers would be about $1.3 million, or an average of about $117,000
for each vessel.
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From December 8, 1969--the date the decision was announced to
offer vessels to foreign citizens for scrapping-~through March 3, 1970,
Maritime sold 16 vessels to foreign citizens for about $1,6 mallion,
When the 16 vessels were last offered for sale exclusively to domestic
dismantlers, bids were received on only two. The high bids were
$40,106 and $45,678,

The U,S.S. '"Shasta," a C2-T cargo vessel, which 1s the subject of
Boston Metals' inquiry, was offered exclusively to domestic disman-
tlers on Maritime Admimstration Invitation for Bids No. PD-X- 855,
December 30, 1969, Two bids were received, including a bid from
Boston Metals for $45,678 which was the high bid, Maritime rejected
both bids because 1t was determined that the bids did not reflect a fair
price for a vessel of this type. The vessel was subsequently readver-
tised for sale under Invitation for Bids No, PD-X-859, dated Janu-
ary 30, 1970, to both foreign and domestic dismantlers., On March 3,
1970, the vessel was sold for $211,037 to the highest bidder-~Isaac
Varela, a Spanish dismantler,

Government surplus disposal laws and regulations require that a
fair price be obtained ior vessels sold for scrap. Consequently, a
"floor price'' has been established for Laberty ships offered for sale
and all bads for Liberty ships are measured for reasonableness against
this price. The floor price for a Liberty ship 1s currently $40,000,
It 18 Maritime's view that this floor price 1s not excessive., .About 75
percent of the surplus vessels at the two east coast reserve fleet sites
at February 28, 1970, were Liberty ships

A Maritime official has informed us that, for other vessels--such
as the U,S,S. ''Shasta''-~offered for sale, floor prices are not prees-
tablished because of the differing characteristics of each ship, Rather,
a determination as to the reasonableness of bids 1s made on an individ-
ual basis, According to Maritime officials, this determination, as well
as the establishment ot the floor price for Laberty ships, takes into
account the prices on the scrap-metal market at time of sale, the
amount of scrap metal obtainable, equipment and machinery on the
ships which need not be scrapped, the ballast which must be disposed
of by the purchaser, and the past sales of similar ships.
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We were advised by a Maritime official that a domestic bid of
about $55,000 to $60,000 would probably have been considered reason~
able for the U.S.S. "Shasta." It was emphasized, however, that Mara~
time would not necessarily consider this amount reasonable for all
vessels of this design,

We believe that the practice of establishing floor prices 1s nec-
essary to ensure that the Government receives a fair price since the
number of vessels available for sale exceeds the demand. We believe
also that the establishment of the floor price should continue to be an
administrative determaination by the Maritime Administration.

This information 1s being provided to several other members of
the Congress who have made similar requests. The contents of this
report have been discussed with Maritime officials, however, Maritime
has not had an opportunity to formally comment on the report,

We trust that the foregoing information will be of assistance to
you.

Sincerely yours,

Z.. /1 Mast

Comptroller General
of the United Staies

The Honorable Charles McC, Mathias, Jr,
United States Senate
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Dear Mr. Chairman,

Your letter of February 19, 1970, and enclosures, requested in-
formation on a decision by the Maritime Adminmistration, Department
of Commerce, to offer foreign ship dismantlers an opportunity to bid
on the sale of surplus vessels. Included in the enclosures to your
letter was a letter dated February 9, 1970, to you from The Boston
Metals Company, Baltimore, Maryland, suggesting that this Office de~
termine (1) the fair market price for a surplus vessel where scrapping
is limited to a domestic ship dismantler and (2) the foreign sales
price that would have to be established to equal the overall economaic
benefit to the U,S economy if the vessel were sold domestically,

A fair price for a surplus vessel can sometimes be determained
by competitive bidding, This price, however, may be influenced by such
factors as the dismantler's demand for vessels and the number of ves-
sels which Maritime decides to offer 1n any given period. Although the
supply of surplus vessels 1s currently very large, the number of domes-
tic vessel dismantlers 1s limited and their demand for surplus vessels
1s relatively small, Therefore, although competitive bidding 1s usually
considered an appropriate method of establishing fair market prices,
1t does not appear that competitive bidding 18 necessarily a valid
method under these circumstances,

Another method of determining a fair price of a vessel to be sold
for scrapping 1s the "end product method'" whereby an estimate of the
quantity and quality of scrap metal which can be derived from scrap-
ping the vessel 1s made and a value based on the market price of such
scrap metal 1s established. To this would be added the value of any
equipment and machinery whach could be sold separately rather than
scrapped This value 1s then reduced by the dismantler's average cost
of operations attributable to ship-dismantling operations and a reason-
able profit. This method 1s probably not precise and would entail ob-
{aiming engineering estimates and having access to the books and
records of a representative group of dismantlers.
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Simailarly, the foreign sales price that would equal the overall
economic benefit to the U.S. economy if the vessel were sold domesti~
cally would be difficull to determine and would involve many assump-
tions. We believe that, aside from the problems in establishing a
domestic fair price which would be a factor in establishing a foreign
sales price, any impact on the overall U.S, economy from domestic
sales 1s difficult to quantify. For example, it would be difficult to de~
termine the effect that domestic sales would have upon employment
since domestic dismantlers might obtain other items having scrap
value if conditions make 1t difficult or impractical to obtain suzplus
vessels for dismantling,

In view of the difficulties involved in determining the fair domes~
tic and foreign prices, we limited our review to an examaination of Mar-
itime records and to discussions with cognizant Maritime officials to
obtain information on Maritime's sale of surplus vessels,

Sales of surplus vessels by Maritime for scrapping are made
under conditions which require that the vessels be dismantled within a
specified time period and that the vessels not be used by the buyer for
any purpose other than for scrapping. The sales contracts provide that
liquidated damages be paid by the buyer and that the contract be ter-
minated if the vessels are used for any unauthorized purpose or if not
dismantled within the specified time, Maritime periodically examines
the dismantlers' operations to ascertain whether the vessels sold are
being dismantled as specified by the contracts.

On December 8, 1969, the Maritime Administrator annpunced that
surplus vessels af east coast reserve fleet sites, which had been of-
fered for sale for scrapping to domestic ship dismantlers and for which
no acceptable bids had been received, would be offered for sale to cit~
1zens of friendly foreign countries for scrapping. Currently, Mari~
time's east coast reserve fleet sites are at Hudson River, New York,
and James River, Virgimia, With few exceptions, Maritime has re~-
stricted the sale of surplus vessels to domestic ship dismantlers. This
restriction still applies to Gulf and west coast surplus vessels because,
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according to Maritime's Deputy Admainistrator, the rate of domestic
sales from these areas has been sufficient to dispose of the vessels
within a reasonable time.

According to the Admimistrator, the decision to offer surplus
vessels for sale to citizens of friendly foreign countries, after first
offering the vessels exclusively to domestic ship dismantlers, was
made because of the need to accelerate sales due to the progressive
deterioration of the hulls of vessels at the east coast reserve fleet
sites, He stated that deterioration had reached a point where he be-
lieved that many of the vessels might sink within 3 to 5 years,

According to Maritime records, 22 surplus vessels at the James
River site have experienced "holing~through' incidents--water leaks
below the flotation line caused by hull deterioration--some more than
once, during the period July 1, 1965, through December 29, 1969. From
January 1, 1968, through December 1969, the number of holing-through
incidents almost doubled from those experienced from July 1, 1965, to
December 31, 1967, According to Maritime officials, these incidents
will 1ncrease as the vessels get older because they do not recewve hull
preservation, Although there have not been any holing~throughs re~
ported on vessels at the Hudson River site, Maritime officials have in-
formed us that holing-throughs can be expected to occur, According
to these officials holing-throughs have occurred to date only at the
James River site because anaerobic bacteria in the James River in-
creases the rate of hull deterioration,

The Maritime Administrator has stated that, based on Maritime!'s
judgment of the capacity of east coast ship dismantlers to dismantle
vessels, it would take about 10 years to remove the surplus vessels
from the James River and Hudson River reserve fleet sites. On the
basis of domestic sales of surplus vessels from east coast sites for
the 5-year period ended December 31, 1969, we estimate that 1t would
take about 7 years to dispose of the 261 surplus vessels in the James
River and Hudson River sites at December 31, 1969. This estimate
does not include 168 vessels 1n a preserved status--those vessels being
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maintained for possible reactivation-~-which may be declared surplus
in the future,

According to Maritime records, 304 vessels from the east coast
were offered for sale to domestic dismantlers for scrapping or non-
transportation use during the 5 calendar years ended December 31,
1969. Of this total, 198 vessels were sold for about $8.8 million, no
bids were received on 53 vessels, and bids were rejected on 53 ves~
sels,

In addition to the 304 vessels offered for sale to domestic dis-
mantlers, 21 vessels were offered for sale under conditions permitfing
either foreign or domestic dismantling~-~14 were sold to foreign com-~
panies for about $1 million and seven were sold to domestic companies
for about $580,000 and subsequently were resold to foreign disman=
tlers. Of the 21 vessels, nine were sold subsequent to the Maritime
Administrator's announcement that foreign sales would be permatted,
The other 12 vessels had been obtained by Maritime under its Ship Ex-
change Program, Under this program, vessels are traded in to Mari-
fime by American-~flag operators in exchange for Maritime reserve
fleet vessels and the operator pays Maritime the difference between
the values of the vessel traded in and the vessel received from Mari~
time, Foreign sales of these 12 vessels were allowed to give the op=
erator the highest possible irade~1n allowance,

During this same time period, Boston Metals submitted bids on
46 of the 325 vessels offered and purchased 16 for about $1 mallion,

During fiscal years 1968 and 1969, Maritime approved the trans-
fer of 11 vessels, which had been acquired by Boston Metals from pri-
vate companies, to foreign companies for scrapping instead of scrapping
the vessels in the United States, Eight of these vessels were trans-
ferred in fiscal year 1969, In requesting Maritime's approval of the
transfers as required by the Shipping Act, 1916 (46 U.S.C, 801), Boston
Metals stated that the sales prices of the 11 vessels Lo the foreign dis~
mantlers would be about $1.3 mallion, or an average of about $117,000
for each vessel.
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From December 8, 1969-~the date the decision was announced to
offer vessels to foreign citizens for scrapping--through March 3, 1970,
Maritime sold 16 vessels to foreign citizens for about $1.6 million,
When the 16 vessels were last offered for sale exclusively to domestic
dismantlers, bids were received on only two, The high bids were
$40,106 and $45,678.

The U,S.S. "Shasta," a C2-T cargo vessel, which 1s the subject of
Boston Metals' inquiry, was offered exclusively to domestic disman-
tlers on Maritime Administration Invitation for Bids No. PD-X~855,
December 30, 1969, Two bids were received, including a bid from
Boston Metals for $45,678 which was the high bid, Maritime rejected
both bids because it was determained that the bids did not reflect a fair
price for a vessel of this type. The vessel was subsequently readver-
tised for sale under Invitation for Bids No, PD-X-859, dated Janu~-
ary 30, 1970, to both foreign and domestic dismantlers, On March 3,
1970, the vessel was sold for $211,037 to the highest bidder--Isaac
Varela, a Spanish dismantler,

Government surplus disposal laws and regulations require that a
fair price be obtained for vessels sold for scrap, Consequently, a
""floor price'' has been established for Liberty ships offered for sale
and all bids for Liberty ships are measured for reasonableness against
this price. The floor price for a Liberty ship 18 currently $40,000,
It 18 Maritime's view that this floor price 1s not excessive, About 75
percent of the surplus vessels at the two east coast reserve fleet sites
at February 28, 1970, were Liberty ships

A Maritime official has informed us that, for other vessels~~such
as the U,5.S. '"Shasta''-~offered for sale, floor prices are not prees=-
tablished because of the differing characteristics of each ship. Rather,
a determination as to the reasonableness of bids is made on an individ-
ual basis. According to Maritime officials, this determination, as well
as the establishment of the floor price for Laiberty ships, takes into
account the prices on the scrap-metal market at time of sale, the
amount of scrap metal obtainable, equipment and machinery on the
ships which need not be scrapped, the ballast which must be disposed
of by the purchaser, and the past sales of similar ships,
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We were advised by a Maritime official that a domestic bid of
about $55,000 to $60,000 would probably have been considered reason-
able for the U,S.S. ""Shasta " It was emphasized, however, that Mari-
time would not necessarily consider this amount reasonable for all
vessels of this design.

We believe that the practice of establishing floor prices 1s nec-
essary to ensure that the Government receives a fair price since the
number of vessels available for sale exceeds the demand, We believe
also that the establishment of the floor price should continue to be an
administrative determination by the Maritime Admimistration,

- e e e

This information 1s being provided to several other members of
the Congress who have made similar requests. The contents of this
report have been discussed with Maritime officials, however, Maritime
has not had an opportunity to formally comment on the report,

We trust that the foregoing information will be of assistance to
you,

Sincerely yours,

Comptroller General
of the United States

The Honorable Edward A, Garmatz, Chairman
Committee on Merchant Marine and Fisheries
House of Representatives





